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HE forward movement of bustié s 

has been checked during April, to the 

extent that prices of securities and 

staple commodities have declined 

sharply and new buying has slackened 

in the industries. The break in the markets 

has given rise to a variety of rumors and pur- 

ported explanations, but doubtless the best 

explanation is the simplest, namely, that the 
preceding rise had been too fast. 

In the commodity markets the congestion 
which forced prices up was intensified by 
speculation and by temporary difficulties in in- 
creasing output, and it has been relieved in the 
natural way, through resale of speculators’ 
holdings and a rising trend in production. The 
reaction is wholesome. The advance in these 
prices in the last quarter of 1936 and the first 
of this year was sensational. Moody’s index 
of fifteen staple commodities rose from 181 on 
November 2 (Dec. 31, 1931 = 100) to a peak 
of 228 on April 5, a rise of 26 per cent. This 
rise was due at first to increasing consumption, 
and it gathered momentum by inducing for- 
ward buying, and by giving a strong stimulus 
to business. Temporarily demand increased 
above the capacity of producers to supply. 
Stocks dropped rapidly, and deliveries were 
delayed. 

However, it turns out as usual that the de- 
mand was augmented by speculation, and when 
speculators turn sellers the situation is re- 
versed: the supply is augmented by their sales. 
Moreover, the rise has stimulated production. 
It has led to the removal or lightening of re- 
strictions on the output of copper, tin and 
rubber, to the reopening of mines closed by the 
depression, and to planting of increased acre- 
ages for this year’s crops. In most cases the 
new supplies of staple raw materials coming 
on the market during the second half-year will 
be the largest since before the depression, and 
ample for all requirements. Given average 
growing weather, crops of all kinds will be well 
above any recent year. 

The decline in Moody’s index from the peak 
of 228 to a low of 210 on April 28, or 8 per 
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cent within the month, reflects these changes 
in the situation. The following table indicates 
the extent of the rise during the six months, 
the recent high, and the drop during April: 


Spot Commodity Prices 


Oct. 31, Recent 
1936 Highs 


$17.50 $24.00 $21.50 
10.00c 17.00c 14.00c 
46.00c 67.00c 
4.825¢ 7.75¢ 
4.85¢c 7.50c 
12.08¢ 15.08c 
93.00c 


April 28, 
1937 


Commodity 























12.25c* 
228.1 210.4 


*Peak prices in these commodities were made early 
this year; others in April. 


Reaction Should be Welcomed 

This drop will hurt few people except specu- 
lators who miscalculated, for the greater part 
of the trade buying during the rise was done 
in its earlier stages. In copper, for example, 
it is calculated that domestic sales at prices 
from 10 to 14 cents, inclusive, were over 360,- 
000 tons, while from 14 to 17 cents, the high, 
they totaled hardly more than 60,000. The 
copper speculation was chiefly in London. 

Nor will the reaction have unfavorable effects 
on production and employment. At the lower 
levels prices still return profits even to high 
cost producers, in most lines. The mines 
opened will not soon shut down, and the in- 
creased output of other staples will be main- 
tained indefinitely. For the consuming indus- 
tries the lower prices are favorable; the rise 
in costs is checked, and this has been their 
chief worry, for fear consumers would or could 
not pay the higher prices. 

Both Government officials and private ob- 
servers, impressed by the rapid price advances, 
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have expressed even during the past month 
the fear that the recovery was turning into 
an unhealthy boom; and in comment from 
both quarters the emphasis has turned from 
methods of promoting business expansion to 
the problem of preventing the upswing from 
getting out of hand. 

It is undeniable that in certain lines there 
was a basis for these fears. With speculative 
demands and forward buying added to normal 
requirements for consumption, an increasing 
number of industries were driven to their prac- 
tical capacity, particularly those which en- 
countered production difficulties such as “bottle 
necks,” strikes, or scarcity of skilled labor. The 
same applies to commodities in which restric- 
tion of output was practised. The continued 
demand for the products of these industries,— 
a demand supported in part by purchasing 
power put into circulation through the Gov- 
ernment deficit, and by foreign armament de- 
mands,—was outrunning production and hence 
causing congestion in the markets and forcing 
up prices. 

If the boom psychology has been dissipated 
by the price reactions, the situation is sound- 
er all around. It is important to remember, 
however, that prices are only symptoms regis- 
tering conditions in the markets. The real 
dangers go deeper. One is the artificial pur- 
chasing power distributed to consumers, and 
the way to reduce this is to cut Government 
expenditures and balance the budget. Another 
is the limitation of production, and the way 
to overcome this is to encourage capital in- 
vestment, relieve the “bottle necks,” and dis- 
courage practices whose effect is to restrict 
output and raise costs. 

As to the possibility of the advance being 
resumed, the controlling influence naturally 
will be the situation when shipments are com- 
pleted against orders now on the books. If 
consumption of manufactured goods has kept 
pace with deliveries of raw materials, and con- 
sumer demand is still strong, the staple com- 
modities will naturally benefit. In any event, 
however, supplies will be more abundant. 

It may be added that the reaction is in- 
structive to those who are inclined to overrate 
the influence of expanding gold supplies upon 
commodity price trends, without sufficient con- 
sideration of the supply and demand in each 
market. Gold affects commodity prices only 
as it is directly spent for commodities, or be- 
comes the basis of new credit which increases 
the demand for them; and as a rule there are 
other factors in the markets more influential 


than these. The Summer Outlook 


The connection between the price declines 
and the business situation has naturally be- 
come a subject of major interest. Of course 
the downturn in commodities diminishes the 


inducement to buy beyond current needs, and 
the severe reaction in the stock market may 
inspire a waiting attitude. Most business men 
can afford to watch the markets for a time. 
Their requirements for goods and materials 
are in general well covered. A slackening in 
the flow of new orders during April was ex- 
pected in any event, and it has appeared in the 
staple raw materials, in textiles and a number 
of merchandise lines, and to a lesser extent in 
steel. 

In the general level of productive activity, 
however, there has been no falling off. If any- 
thing, the trend has continued upward, due to 
opening up of outdoor work, a further slight 
gain in steel mill operations, and resumption 
of automobile assemblies by Chrysler and 
Hudson, after settlement of their labor troubles. 
Most of the industries entered April under 
strong headway, and as the month closes they 
still have large unfilled orders and small stocks 
on hand. Some are behind on deliveries. Thus 
they are able to stand a slackening in their 
sales. There is no reason to expect curtailment 
in industrial activity during the next month 
or two, and in some cases the industries can 
keep busy for a considerably longer period, on 
orders in hand. 

For the most part opinions as to the general 
trend of business continue optimistic. To be 
sure, predictions of a moderate recession during 
the Summer months, of more than seasonal 
extent, and applying chiefly to consumer goods 
industries, have become more common. They 
are based upon the familiar fact that pro- 
duction and consumption tend to get out of 
line during a strong upswing, such as business 
in this country has been in for more than two 
years. Buyers overestimate their requirements, 
and there are always speculators who go along 
in the hope of profit, and add their demands 
temporarily to those of the trade. Inventories 
accumulate, and when forward buying slackens 
and speculators turn sellers the demand begins 
to lag behind production, which must slow 
down until the two are abreast once more. 
Fluctuations of this kind are almost unavoid- 
able, and as a rule not particularly disturbing. 

The extent to which the foregoing applies to 
the present situation remains to be seen. Pro- 
duction of consumers’ goods has been running 
exceptionally high for a year or more, in many 
cases breaking all records. To go no farther 
back than the first quarter of this year, the 
domestic cotton mills consumed 28 per cent 
more cotton than in the same period of 1936. 
The silk mills used 14 per cent more silk, and 
the rayon manufacturers produced 13 per cent 
more rayon. The shoe factories turned out 18 
per cent more shoes. By all signs this record 
activity will continue until Summer, at least. 

The cloth produced by the textile mills dur- 
ing the first half year will go into goods or 
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apparel offered at retail during the Summer 
and Fall. Obviously a very high percentage 
increase in the volume of retail sales over last 
year, and a still greater increase in dollar sales 
to cover the higher prices, will be necessary 
if the markets are to be cleared of all the goods 


produced. = Retail Trade Gains 

In some localities recent retail sales figures 
are considered disappointing, but there is little 
doubt that for the country as a whole sales are 
well above last year in volume as well as dol- 
lars. Sears, Roebuck & Co. report an increase 
of 20.5 per cent in dollars, in four weeks ended 
April 23. March and April sales comparisons 
with last year are difficult to interpret, due to 
different dates for Easter, but seasonally ad- 
justed indexes for March, allowing for this 
factor, show gains of 20 per cent in department 
store sales, 20 in variety stores, and 18.5 in 
rural trade. Something less than half of this 
gain, probably, is accounted for by higher 
prices. 

There will be no veterans’ bonus to increase 
consumer buying power this year. However, 
the improvement from other sources is very 
substantial. Incomes of farmers and factory 
workers at any rate are up by amounts well 
in excess of the rise in retail prices. The in- 
crease in farm income over a year ago is run- 
ning at phenomenal figures; during March it 
was 37 per cent, including Government pay- 
ments under the soil conservation program, 
and the Department of Agriculture expects 
the gains to continue good. Payrolls in the 
manufacturing industries in March were 30 
per cent over a year ago. By contrast, the rise 
in retail prices of department store merchan- 
dise has been 7.3 per cent (Fairchild index) ; 
in retail food prices 7 per cent (Bureau of 
Labor Statistics index); and in the cost of 
living 4.7 (National Industrial Conference 
Board index). 

These relationships are encouraging to re- 
tailers. Of course they do not tell finally 
whether merchandise commitments have been 
over-optimistic. The predictions of recession 
are not based primarily on fears that sales 
increases will be unsatisfactory, but that for- 
ward buying and production have outrun con- 
sumption, nevertheless. 


Conditions in the Industries 

The automobile industry is giving strong 
support to business, and will continue to do so 
for some time. The peak of the selling season 
is still to be reached, and dealers’ stocks of 
cars are low, due to the curtailment of pro- 
duction by strikes and to record-breaking 
retail sales. In the month of March more cars 
and trucks were sold than in any previous 
March, including 1929. It is quite likely that 
production at the seasonal peak will exceed 
even the highest 1929 figure. Of course the 


automobile manufacturers are not free from 
the uncertainties as to Summer sales which 
affect all the industries, but they have to make 
up lost ground, and with stocks less than 
normal the situation is strong. 

Steel manufacturers, operating at the high- 
est level in the industry’s history, continue 
optimistic, for the slackening in their sales 
is moderate considering the heavy business in 
March; they are sold well ahead; and accord- 
ing to trade reports they could obtain more 
foreign business if they could fill the orders. 
Third quarter prices have been announced, un- 
changed from the second quarter, which should 
help keep order in the markets. The ore move- 
ment has made an early start and undoubtedly 
will reach one of the largest volumes ever 
recorded. With the corresponding coal move- 
ment up the Lakes the railways handling coal 
and ore can look for good gains in traffic. 

Machine tool orders picked up again in 
March, doubling last year’s figures, and the 
machinery, electrical and railway equipment 
industries seem secure against recession, by 
reason of their still subnormal activity, their 
orders on hand, and the needs still to be satis- 
fied. The position of these industries is the 
best assurance against a more than moderate 
business setback. 

Building figures are disappointing. Con- 
tracts awarded are running ahead of last year. 
but the increase is less than hoped for. In 
March the gain was only 12 per cent, and in 
the first half of April 10.3 per cent. There is 
encouragement in the growth of privately 
owned building, which was up 54.6 and 42 
per cent in the respective periods, the decline 
being in public works. But obviously nothing 
like a building boom is developing, and prob- 
ably one of the obstacles is the sharp rise in 
costs. 

The following table giving figures for vari- 
ous consumer goods and capital goods indus- 
tries, relative to 1929, throws an interesting 
light on the makeup of current industrial ac- 


First Quarter Per Cent 

Consumption Goods 1929 1937 Change 
Cotton consumption, bales._. 1,895,000 2,122,000 +12.0 
Silk deliveries, bales._.... 153,000 122,000 —20.3 
Rayon deliv., 1923-25100... 268 5384 +99.3 
Wool consumption, Ibs. ...... 146,000,000 160,000,000 + 9.6 
Gasoline consumption, bbls... 73,780,000 107,100,000 +45.2 
Shoe production, pairs... 85,858,000 119,000,000* +38.6 


Consumers’ Durable Goods 
Passenger car registrations. 833,152 878,887 + 4.9 
Washing machine shpts., units 403,126 460,681 +14.3 
Vacuum cleaner shpts., units 814,063 352,956 +12.4 
Residential building $464,727,000 $281,578,000 —50.2 


Capital Goods 
Truck registrations 108,905 167,414 +538.7 
Machine tool orders, 1926==100 177.9 192.4 + 8.2 
Public utility bldg. $96,056,000 $74,408,100 —22.5 
Factory bldg. $148,383,000 $71,884,200 —51.6 
Other non-resid. bldg. ......._ 546,984,000 $284,460,000 —48.0 
Freight car orders 87,910 27,618 —27.2 
Locomotive Orders nm 238 108 —64.6 
Structural steel shpts., tons... 740,740 $15,559 —57.4 
Fdry. equipt. orders, 1926-100 152.6 191.0 +25.2 


*March estimated. 
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tivity. The figures are for the first quarter of 
each year, which are comparable periods so 
far as seasonal conditions are concerned. They 
show that the boom conditions which are now 
the subject of comment exist in the consumer 
goods group, whereas the capital goods indus- 
tries are still depressed and have productive 
capacity that is still unemployed. 


First Quarter Profits 





Reports for the first quarter issued during 
the past month by leading industrial corpora- 
tions show, in a majority of cases, a substan- 
tial increase in sales and net profits over those 
of the first quarter of last year. A tabulation 
of the statements of 270 companies gives com- 
bined net profits, less deficits, of approximately 
$352,000,000 in the first quarter of 1937, which 
compares with $230,000,000 for the same com- 
panies in the first quarter of 1936 and repre- 
sents a gain of 53.5 per cent. These companies 
had an aggregate net worth of $11,620,000,000 
on January 1, 1936 and $11,944,000,000 on 
January 1, 1937. 

As compared with the net profits of the same 
companies in the final quarter of 1936, which 
totaled $384,000,000, the first quarter of this 
year shows a decrease of 8.3 per cent. Un- 
doubtedly this decline reflects in part the seri- 
ous effects—direct and indirect—of the strikes 
and labor troubles in the automobile and other 
industries, as well as the rising costs of pro- 
duction. 


In the accompanying table are summarized 
the number of reports that have been published 
thus far and the combined profits, less deficits, 
for the first quarters of 1936 and 1937, classified 
according to major industrial groups, together 
with net worth and annual rate of profits re- 
turn. In numerous cases, no reserves have 
been set up for the payment of the surtax on 
undistributed earnings, any liability under 
which cannot be determined accurately until 
after the close of the fiscal year. To this extent 
the figures as reported represent an over-state- 
ment of actual net profit after taxes. 

The trend of industrial profits over a period 
of years is shown in the diagram, on page 65, 
which gives a seasonally adjusted quarterly in- 
dex of the rate of profits return upon net worth 
of 200 leading corporations from 1923 to date, 
and the average annual rate for all manufactur- 
ing corporations from 1926 to 1934, as given in 
the official Statistics of Income. The rate of 
earnings of the selected list of 200 leading 
corporations naturally is much higher than 
the average for all corporations, and the former 
is useful only for pointing the general trend 
of the latter. It is unfortunate that more recent 
official figures as to corporate income are not 
available, the latest complete report, which 
covers 1933, having been issued in December, 
1935 and the latest preliminary figures, for 
1934, having been issued in June, 1936. 


While many individual companies reported 





a marked recovery in profits in 1935, 1936 and 





PROFITS OF LEADING INDUSTRIAL CORPORATIONS FOR THE FIRST QUARTER 


Net Profits Are Shown After Depreciation, Interest, Ordinary Taxes, and Other Charges 
and Reserves, But Before Dividends. 


Net Worth Includes Book Value of Outstanding Preferred and Common Stock and Surplus 
Account at Beginning of Each Year. 


(In Thousands of Dollars) 








Net Profits Per Net Worth Per 
First Quarter Cent January 1 Cent of Return % 
No. Industry 1936 1937 Change 1936 1937 Change 1936 1937 


Amusements $ 5.436 $ 9,537 $189,957 $ 201,945 11.4 
Autos—General Motors ... 52,464 44,814 930,667 970,843 22.5 
Autos—Other 14,734 269,759 294,343 
Auto Ac yries 8,889 129,379 137,635 
Baking J 3,659 226,503 228,522 


Building Materials ,08 6,990 269,668 290,069 
Chemicals 5 1,002,321 1,054,966 
Coal Mining 

Drugs and Sundries 
Electrical Equipment 


Food Products—Miscel. 
Household Goods and Sup. .......... 
Iron and Steel—U. S. Steel 
Iron and Steel—Other 
Machinery .... 
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530,503 534,795 
186,065 191,242 
1,564,373 1,564,517 
1,361,808 1,422,033 
142,547 158,123 


132,400 142,260 
866,421 923,504 
155,391 155,852 
215,263 207,680 
1,616,680 1,681,519 


328,301 327,457 
78,185 83,067 
470,958 484,319 
149,448 151,076 


$229,596 $852,375 + 53.5 $11,619,872 $11,944,387 
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Merchandising 
Mining, Non-ferrous 
Office Equipment 

Paper Products 
Petroleum 33,405 


Railway Equipment q 6,567 
Textiles and Apparel 3,765 
Miscel. Manufacturing 19,440 
Miscel. Services 318 
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270 Total ....... nsecencnnsennnnnnneonongseeey 
D- Deficit. * Before certain charges. 
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Annual Rate of Net Profits upon Net Worth of All 
Manufacturing Corporations in the United States, and 
of 200 Leading Companies. 


thus far in 1937, the latest official statistics for 
all manufacturing corporations in the United 
States (1934) show that the average profit in 
that year was only 1.6 per cent upon net worth, 
and that 63 per cent of all manufacturing cor- 
porations (excluding inactive corporations) had 
no profit whatever but operated at a deficit. 
Taking the five-year period 1930-1934 as a 
whole, all manufacturing corporations com- 
bined had a net loss of $1,383,000,000, as com- 
pared with net profits of $16,086,000,000 in 
the preceding five-year period 1925-1929, 


The Rise in Costs 


Published reports for the first quarter supply 
further evidence of the continuing increase in 
the cost of doing business. Since the low point 
of the depression in 1932, the manufacturing 
industries have had a marked rise each year 
in their production costs, due to higher prices 
of raw material, higher hourly wage rates and 
higher taxes. Their volume of business, how- 
ever, has also expanded rapidly during these 
years, so that the resulting lowering of unit 
costs due to higher rates of operation, increased 
efficiency, and reduced overhead acted as an 
offset to these increases in expenses for mate- 
rial, labor and taxes. It permitted much of the 
higher costs to be absorbed by industry itself, 
instead of being passed on to distributors and 
to the public in the form of higher prices. This 
condition, a race between volume and costs, 
has been fairly satisfactory to all concerned, 
and might continue indefinitely so long as vol- 
ume continued to increase. 

In some lines of business, however, opera- 
tions have now approximated practical capaci- 
ty, and the rate of increase in volume has 
necessarily slowed down. When this stage is 
reached higher costs for materials, labor and 
taxes (including the new payroll taxes) cannot 
be adequately offset by lower unit costs, due 
to greater volume, and if the manufacturers are 
unwilling or unable to pass the higher costs 
on to the public in the form of higher prices, 


then the increases must come out of the manu- 
facturers’ net profits. 

This is exactly what has occurred in some 
instances this year. The change in profit mar- 
gins is less apparent upon comparing the first 
quarter of this year with the first quarter of 
1936 than upon comparison with the final quar- 
ter of 1936, because of the ascending scale of 
activity that occurred last year. Moreover, 
there is always a lag between changes in prices 
of basic materials and prices of finished and 
semi-finished goods, inasmuch as wholesale 
prices are usually based upon cost of goods in 
process and raw materials on hand or con- 
tracted for, and are not marked up until in- 
ventories of raw materials must be replenished 
at higher prices. 

As an illustration of this change in profit 
margins, the combined quarterly figures of a 
sample group of 40 large manufacturing cor- 
porations reporting sales were as foliows: 


Sales and Profits of 40 Large Manufacturing 
Corporations 
(In Thousands of Doilars) 
Period Sales Net Profits % Profit 


1936—First Quarter.... $ 892,062 $ 95,699 gE 
1936—Fourth Quarter 1,066,051 144,401 13.5 
1937—First Quarter.... 1,037,808 110,892 10.7 


It will be noted that in the first quarter of 
1936, the percentage of profit to sales for this 
group was 11.7 per cent. This rate has no sig- 
nificance as to “average profit” of the manu- 
facturing industry, but is merely the average 
of a small group of outstanding corporations 
used for comparative purposes. In the final 
quarter of 1936, the volume of sales was 19 per 
cent larger and the profit margin had widened 
to 13.5 per cent. In the first quarter of 1937, 
there was a decrease in sales and the profit 
margin was narrowed to 10.7 per cent. The 
latter figure was slightly smaller than that of 
the corresponding quarter last year, despite the 
16 per cent increase in dollar sales, part of 
which was caused by higher selling prices. 


In many lines of business, particularly in 
the industries making durable goods and in- 
cluding iron and steel, non-ferrous metals, 
building materials, electrical equipment, rail- 
way equipment, office equipment, household 
goods and supplies, and machinery of all kinds, 
a continued increase in sales and earnings was 
reported by leading companies for the first 
quarter. An improvement was also reported 
by many companies producing paper, petroleum 
and certain types of textiles and apparel. On 
the other hand, sales and earnings of numerous 
companies have been affected seriously this 
year by labor troubles. The change in first 
quarter sales as reported by a representative 
list of the larger manufacturing and merchan- 
dising companies is given on next page. 





% Change in First Quarter Sales, 1936-1937 


Manufacturing Merchandising . 


Acme Steel Co. —......... +97.8 American Stores Co... — 0.8 
Air Reduction Co. ..... +23.8 Barker Bros. Corp. —... 
Am. Radiator & S.S. Co. +34.8 Butler Brothers 
Atlas Powder Co. +19.7 Consol. Retail Stores —. 
Baldwin Locomotive —+127.6 
Beatrice Creamery Co. . + 4.4 
Caterpillar Tractor Co... +44.6 Grand Union Co. .——. + 
Chrysler Corporation —. +23.4 W. T. Grant Co, 
Continental Oil Co. .. +17.5 H. L. Green Co. ——— +20. 
Doehler Die Cast. Co... +56.7 Interstate Dept. Stores. +1 
Flintkote Company .... +29.8 Jewel Tea Co. 3. 
General Electric Co... +42.8 §. S. Kresge Co. 
General Motors Corp... — 1.8 S. H. Kress & Co. .._—. 
Graham-Paige Mrts. Cp. +10.9 Kroger Groc. & Bak. — 
Granite City Steel Co...+41.9 Lane Bryant, Inc. 
Hercules Powder Co. —. +44.1 Lerner Stores Corp. — ke 
Interchemical Corp. eo eee eee 11 
McCrory Stores Corp. — -+10. 
Kimberly-Clark Corp. .. +23.8 McLellan Stores Corp... +18.0 
Lone Star Cement Corp. +17.8 Melville Shoe Corp. —— -+-17.5 
McKesson & Robbins .. +19.0 Montgomery Ward — +30.1 
Maytag Company +18.5 G. C. Murphy Co. —.— +27.3 
Mead Corporation +62.8 Natl. Tea Co, —....... + 6.0 
Mengel Company +8 Neisner Bros. Inc. +14.1 
Minn.-Honeywell Reg. . + J. J. Newberry Co. —.. +15.2 
Natl. Cash Register... +2 J. C. Penney Co. ..— +13.7 
Otis Elevator Co. +4 Peoples Drug Stores ... +11.8 
Phillips Petroleum Co... + Rose’s 5-10-25¢ Stores... +20.6 
Remington-Rand, Inc... +1 Safeway Stores, Inc. — +15.5 
Ruberoid Company . +5 Schiff Company +15.9 
Scott Paper Co. Sears, Roebuck & Co. — +19.2 
Spencer Chain Stores .. +27.0 
Shell Union Oil Corp... +1 Spiegel, Inc, 39. 
Skelly Oil Co. nee $1 Sterchi Bros. Stores — +10. 
Studebaker Corporation +2 Sun Ray Drug Co. — tT. 
5. 


Tide Water Assoc. Oil. +25. Walgreen Company . + 
Union Oil Co. —.......— +87.6 Western Auto Supply — +6 
United Aircraft Corp... +16.9 F. W. Woolworth Co... +13. 
Westinghouse Electric... +37.3 

Yellow Truck & Coach. +62.2 


Railroads and Public Utilities 

Statistics for all the Class I railroads in the 
United States for the first quarter, with March 
partly estimated, show that total operating 
revenues reached about $1,032,000,000, the 
highest total for the period since 1931 and 14 
per cent above last year, although still only 
70 per cent of the 1929 level. It is expected that 
final figures for March will show a balance of 
net income after operating expenses, taxes and 
fixed charges, sufficient to offset the deficits 
of January and February and to leave a net 
profit for the quarter of perhaps $13,000,000, as 
against a deficit of $28,000,000 in the first quar- 
ter of last year. 

The railroads, like the industrial companies, 
have had their operating costs raised substan- 
tially by the further increase in labor cost, 
prices of materials and supplies purchased, and 
by higher taxes, including the new payroll 
taxes, which taken together have absorbed a 
major portion of their gains in revenue. For 
example, during the first quarter, the railroads 
gained about $124,000,000 in revenues, but their 
total expenses increased by $83,000,000, leav- 
ing about $41,000,000 of the increase to be 
carried over into net income. Moreover, these 
statistics are the composite of all railroads, 
whereas actually there is no financial connec- 
tion between most of the different systems. At 
the beginning of this year 71,134 miles, or 29 
per cent of all railway mileage in the country, 
was being operated by trustees or receivers. 

A group of 25 of the more important systems 
supplying electric light and power, gas and 
other services, shows for the twelve months 
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ended March 31 an increase of 4.9 per cent in 
gross revenues as compared with the corre- 
sponding period last year, and an increase of 
10.4 per cent in net income. The gains in the 
latter are due in part to the saving of interest 
charges by the refunding of bond issues, which 
has served to offset their increased costs for 
labor, materials and taxes. 


Money and Banking 





The money market has continued in a high- 
ly nervous state all month, due to the manifold 
uncertainties concerning governmental policies 
on gold and excess bank reserves, the Treasury 
fiscal position and the general business out- 
look. With the usual sensitivity of short-term 
money rates dulled by the large surplus of 
funds, the unsettlement existing in the public 
mind has shown itself mainly in the bond mar- 
ket, which has been alternately firm and weak, 
= upon the news, or rumors, of the 

ay. 

Aside from the gold question, an outstand- 
ing subject of comment and speculation has 
been the action of the Federal Reserve Banks 
in re-entering the market for Government se- 
curities, following a period of over three years 
during which their holdings of these issues 
have remained unchanged at $2,430,000,000. 
This action was precipitated by the severe 
slump in Government bonds that commenced 
in March. Coming at a time when the Reserve 
Banks were in the process of raising member 
bank reserve requirements for the purpose of 
reducing excess reserves, the move on the part 
of the Reserve System to add to its holdings 
of Government securities, thereby adding to 
excess reserves, has had an appearance of in- 
consistency, and has been interpreted by some 
as a reversal of policy. 

This, however, was denied by the Reserve 


_ authorities. In a statement issued April 5, the 


Open Market Committee of the Federal Re- 
serve System explained its action as follows: 


With a view (1) to exerting its influence toward 
orderly conditions in the money market and (2) to 
facilitating the orderly adjustment of member banks 
to increased reserve requirements effective May 1, 
1937, the Open Market Committee of the Federal Re- 
serve System is prepared to make open market pur- 
chases of United States Government securities for the 
account of the Federal Reserve Banks in such amounts 
and at such times as may be desirable. This purpose 
is in conformity with the policy announced by the 
Board of Governors of the Federal Reserve System in 
its statement of January 30, 1937, which declared, with 
reference to the increase in reserve requirements, that 
by this action the system would be placed in a position 
where such reduction or expansion of member bank 
reserves as may be deemed in the public interest may 
be effected through open market operations. 


Bank Reserves and Gold 
Excess reserves of member banks increased 
240 millions during April, and on the 28th 
stood at $1,640,000,000. This was the largest 
total since the increase of reserve requirements 
put into effect March 1. The rise of excess re- 
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serves was caused partly by payments out of 
the Treasury account at the Reserve Bank and 
partly by increased purchases by the Reserve 
Banks of Government securities in the open 
market. During April, the Reserve Banks add- 
ed, in all, $96,000,000 to their “Government” 
portfolio, bringing their total holdings of Gov- 
ernment obligations to a new high level of 
$2,526,000,000. 

With the final instalment of the Reserve 
Board order of January 30 increasing reserve 
requirements to take effect May 1, it is an- 
ticipated that excess reserves will be cut to 
around 850 millions, a figure some 350 millions 
higher than originally anticipated. On the 
new basis, reserve requirements of member 
banks will be, on demand deposits, 26 per cent 
for central reserve city banks (New York and 
Chicago), 20 per cent for reserve city banks 
(other principal cities), and 14 per cent for 
“country” banks; on time deposits, 6 per cent 
for all banks. These requirements are exactly 
double those in effect prior to the first advance 
in reserve requirements made effective last 
August, and represent the maximum permit- 
ted by law. 

Gold imports during the first 29 days of 
April, amounting to $175,000,000, constituted 
the heaviest gold movement so far this year. 
In consequence of the continued inflow, the 
total gold stock of the country was lifted for 
the first time above $11,700,000,000, at which 
level it was over half a billion greater than 
at the beginning of the year, and 434 billion 
greater than when the movement to this coun- 
try began immediately after devaluation of the 
dollar. Owing, however, to the program of 
sterilization, gold imports have been devoid of 
effect upon bank reserves since last December. 


Bank Credit and Interest Rates 


Banking changes during the month were 
noteworthy for the further shift in assets from 
security investments to loans. During the four 
weeks ended April 21, weekly reporting banks 
in principal cities reduced their holdings of 
Government securities by nearly $300,000,000, 
making the decrease since the peak last July 
over a billion dollars. At the same time, these 
banks increased their loans to industry, “all 
other” loans, considered roughly representa- 
tive of general business borrowing, rising to 
$4,462,000,000 during April, compared with $4,- 
100,000,000 at the seasonal low point in Janu- 
ary, and $3,507,000,000 in April a year ago. 

No change of importance occurred in short- 
term money rates during the month, quota- 
tions stabilizing around the moderately higher 
levels established during March. 

In the bond market, Government and other 
high grade bonds have been steadier, following 
the sharp downward shift of prices a month 
ago. Federal Reserve open market operations 


have been an important factor in the situation, . 
but beyond that sentiment appeared to improve 
around the middle of the month on expectations 
of a favorable budget message and the dissipa- 
tion of the inflation scare with the reaction in 
commodity prices. Prices later declined on sub- 
mission of the Administration’s revised budget 
estimates, indicating a larger deficit this year 
than previously forecast and an unbalanced 
budget in 1938, but became firm at the close on 
renewed Federal Reserve buying and indica- 
tions that excess reserves after May 1 would be 
larger than previously predicted. 

Second grade bonds were reactionary during 
April, in sympathy with the poor showing of 
the stock market. 


The Increased Production of Gold 


Of interest in connection with the gold prob- 
lem are figures on gold production and gold 
reserves of central banks and governments. We 
give these figures in the following table, show- 
ing production in fine ounces as well as in 
values: 


Gold Production, Values, and Gold Reserves 


World Gold Output Gold Reserves* 
Value World U.S. 
000,000 000,000 000,000 
(old wt.$) (old wt.$) (old wt.$) 
255 611 
455 1,102 
476 5 1,707 
322 y 3,506 
387 3,985 
405 10,166 3,900 
431 10,675 4,225 
463 10,970 4,051 
503 11,539 4,044 
524 11,529 4,012 
(new wt.$) (new wt.$) (new wt.$) 


977 21,051 8,238 

1,095 21,583 10,125 

35. 1,240 22,667 11,258 

1937 (3 mo.).. 9.0e 315e 23,050e 11,574 


+ Post-war low. {Incomplete. e—estimate. 
* 52 countries, end of year; Russia-U.S.S.R. excluded. 


Note: The wide fluctuations in United States gold 
holdings have been caused by heavy movements of 
gold into and from the country. 

Note 2: It may be noted that although gold produc- 
tion reached a low point in 1922, on account of high 
mining costs, no trace appears, in bank reserves, be- 
cause large amounts of gold coins previously in circu- 
lation had been gathered into the Central banks, and 
the latter were paying paper money into circulation. 


It will be seen that after 1915, gold produc- 
tion was checked until 1922, after which it 
recovered and increased, even at the former 
price of $20.67 per ounce. Since the end of 
1933, the production in ounces has increased 
approximately 40 per cent and in money value 
137 per cent. Clearly the general increase in 
the price of gold has given an enormous stimu- 
lus to production. It has been a great boon to 
the owners of gold mines. It has set a very 
high value upon gold in comparison with every- 
thing else, causing old mines to be worked to 
capacity, and stimulating a search to the ends 
of the earth for new mines. Hence it may be 
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accepted that one reason why so much gold has 
come to the United States is that new supplies 
have been greatly increased. 


Flow of Capital to the U. S. 


On April 4, the Treasury Department gave 
out a statement showing the results of a con- 
fidential inquiry it had conducted, through 
banks and other informed sources, into the dis- 
position of the net capital inflow in 1935 and 
1936. It is summarized herewith: 


Net Capital Movement to U. S. 


(In Millions of Dollars) 
1936 Total 


In banking funds 397 1,361 
In brokerage balances 7 13 
In security transactions: 
domestic securities 601 918 
foreign securities 191 316 


Total Net Movement 1,196 2,608 


These figures indicate a total influx of ap- 
proximately $2,600,000,000 in two years, of 
which about half was employed in short term 
loans or bank deposits and about half in security 
purchases. Credit balances in brokerage ac- 
counts had a net increase of $12,850,000. Evi- 
dently the movement was for safety or invest- 
ment; in other words, a capital movement, not 
in settlement of a balance of trade in our favor. 
The Finance Division of the Department of 
Commerce confirms this by showing that the 
United States had an adverse balance on cur- 
rent account in 1936 and only a small credit 
balance in 1935. 


Explanation of the Concentration 


The above showings for gold reserves and 
investments do not account for all of the new 
gold production, or for the concentration. From 
the beginning of 1934 through the third week 
of April, this year, the retained imports of gold 
of Great Britain aggregated $2,415,000,000, be- 
sides which she shipped $1,580,000,000 to the 
United States. Of the $2,415,000,000 of Great 
Britain’s retained imports, the Bank of Eng- 
land reserves acquired about $1,000,000,000, the 
Equalization Fund (which corresponds to the 
United States Stabilization Fund) together 
with private hoards, presumably acquiring the 
remainder. Thus the concentration of gold in 
Great Britain in the years 1934 to April, 1936, 
compares with a concentration of about 4% bil- 
lions of newly acquired gold in the United 
States since the date of devaluation, January 
31, 1934, reckoning both gains at $35 an ounce. 

A reasonable explanation of the movement 
to both countries appears to be that as between 
the United States and Great Britain on the one 
hand, and the rest of the world grouped to- 
gether, the owners of gold have chosen the two 
countries as the safest and most advantageous 
locations to store or employ their holdings. 
We will not argue the point, for the facts 


appear to speak for themselves. On the whole, 
the rest of the world outside of France has lost 
but little of what the two have acquired; the 
movement consisting of new gold or hoarded 
supplies, no scarcity of gold impeding the move- 
ment. Great Britain, a common reserve center, 
has been receiving an overflow and sending part 
of it here. 

In terms of new dollars the reported gold re- 
serves of the United States (including the profit 
on devaluation) have increased by more than 
$7,000,000,000 since the beginning of 1934, those 
of France have diminished about $2,225,000,000, 
of Belgium, Holland, and Switzerland have 
changed but slightly, of Great Britain have in- 
creased by about $1,000,000,000, and the rest of 
the world combined has changed but little. The 
changes sum up a loss to France, probably due 
to political alarms, and a concentration of the 
new production (and previously hoarded gold) 
in the United States and Great Britain. 
Germany is not included, for it had little gold 
in 1933 and remains in about the same position. 
The Government of the Soviet Union is under- 
stood to have accumulated a large reserve, but 
it is not included in this review, as we are with- 
out authentic information about it. 

It is not likely that any sudden change will 
occur in gold production. Under the existing 
stimulus to gold-mining, it seems more likely 
to expand than diminish, but changes might 
occur that would lessen the apparent prefer- 
ence for the United States as a place for invest- 
ment. An improved outlook for peace, social 
stability and more harmonious industrial and 
trade relations in Europe, and between Europe 
and her former markets abroad; in short, a 
general revival of confidence in the future of 
Europe—would increase the need for banking 
reserves there; while a change in sentiment 
regarding the business outlook in the United 
States would lessen the attraction here, and 
the two together might reverse the present 
gold movement. 


World Trade and International Payments 





In the April issue of this Letter were out- 
lined briefly the effects of rising prices and 
expanding trade during the past half year or 
more upon the countries—mainly debtor 
economies—which are the principal exporters 
of industrial raw materials and foodstuffs. At- 
tention was called to the progress made by 
these countries in adjusting their international 
payments, solving exchange problems and 
overcoming internal difficulties. 

It is evident, however, that improving trade 
balances and higher prices for countries which 
are chief producers of primary products must 
have a counterpart in less favorable trade 
balances and higher costs for countries which 
are the chief consumers of these products. 
With the latter countries, increasing industrial 





activity, together with armament needs in some 
cases, have called for larger imports of indus- 
trial raw materials and foodstuffs—all at higher 
cost. The result has been to aggravate the 
exchange problem in some directions, espe- 
cially in situations already none too strong; 
although of course in the long run all countries 
stand to benefit if the revival of world trade 
nae. Expansion of Imports 

Increased takings of raw materials and food- 
stuffs by both the United States and Great 
Britain account for a large part of the expan- 
sion that has taken place in world imports. In 
the United States, rising industrial require- 
ments, the drought last year, and higher prices 
have all contributed to a marked expansion of 
imports during the past six months. Whereas 
from the end of 1934 up to last September, 
imports had been gaining at the rate of about 
20 per cent a year, the totals since then have 
risen over $350,000,000, or 32 per cent, above 
the corresponding level of a year ago. 

British figures are similarly striking. With 
British industry going full blast, and production 
considerably greater than in 1929, British pur- 
chases of outside foodstuffs and raw materials 
for manufacturing and defense requirements 
during the six months ended March, 1937, grew 
by about $245,000,000, or 13 per cent, compared 
with the outlay in the same period last year. 

Proportionately, even greater increases in im- 
port values have been recorded in France and 
the Netherlands, the import figures for the first 
quarter of 1937 being almost 70 and 50 per cent, 
respectively, larger than a year ago. Industrial 
revival in the Netherlands has been pronounced 
since last Summer; last July, or two months 
before the devaluation, the index of industrial 
activity stood at 63 on a base of 1929 equals 100, 
but by February it had risen to 94, a gain of 
practically 50 per cent. While France has had 
no such increase of production, replenishment 
of depleted stocks doubtless has been a factor 
in larger imports, and prices, of course, are 
much higher. Since last August, prices of im- 
ported goods, according to the index of the 
Statistique Generale, have risen over 66 per 
cent, a move which should exert a stimulating 
influence upon the home industries by improv- 
ing their competitive position vis-a-vis foreign 
goods. 

Similar trends may be observed in the im- 
port statistics of other industrial countries, 
such as Czechoslovakia, Austria, Switzerland 
and Belgium. In Japan, where the index of 
prices of imported goods has advanced almost 
30 per cent in the last few months, the monthly 
imports figures, expressed in yen, have been 
establishing new high records. Germany, on 
the other hand, presents an outstanding excep- 
tion to the trend, her import levels remaining 
about the same as a year ago. Evidently this 
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is due in part to the intensive efforts being 
made to develop self-sufficiency in the national 
economy. 


Imports and Exchange Problems 

The expansion of the purchases of raw ma- 
terials and foodstuffs by industrial mations has 
affected not only the merchandise trade bal- 
ances of the countries concerned, but likewise 
the balance of all payments, including invisible 
items,— so much so in some instances as to 
cause a recurrence of transfer difficulties and 
exchange weakness. 

The imposition of more stringent exchange 
regulations by Japan last January may be in- 
terpreted in this light. The higher cost of 
imports and impending heavy seasonal pur- 
chases of raw materials necessitated by military 
expenditures and exceptionally high industrial 
activity combined with budgetary difficulties 
to cause weakness in the yen. Hence, the im- 
position of import regulations with a view 
towards steadying exchange and insuring pay- 
ment for the most necessary raw material im- 
ports. Similar regulations were imposed some- 
what earlier by Czechoslovakia which also has 
been buying raw materials heavily for rearma- 
ment purposes as well as to supply the domestic 
industries. 

The accumulation of heavy unfavorable bal- 
ances of merchandise trade has been one of the 
factors contributing to pressure on the franc 
since devaluation. In the first quarter of this 
year, the French trade deficit approached 5,000,- 
000,000 francs compared with about 9,950,000,- 
000 francs for the full year 1936, and about 
5,950,000,000 francs in 1935. The net revenues 
from the tourist traffic have been shrinking 
from year to year, and in 1935 were estimated 
at less than 1,000,000,000 francs, a small frac- 
tion of the net tourist trade income which as 
late as 1930 was estimated at 8,500,000,000 
francs. (With the cheaper franc making travel 
in France less expensive to foreigners, an up- 
turn in tourist revenues seems probable for this 
year.) On the other hand, due to the outflow 
of both domestic and foreign capital, net in- 
come from investments abroad has been in- 
creasing. Whereas in 1932, the total was down 
to 1,150,000,000 francs, by 1935, — owing partly 
to flight of capital and partly to repurchases 
of French securities abroad by the Govern- 
ment sinking funds, which reduced the inter- 
est paid abroad,—it had grown to exceed 
4,000,000,000 francs, and was still larger in 
1936. On balance, however, France has had a 
deficit in the goods and service transactions 
every year since 1931, hence probably would 
have experienced a loss of gold even had there 
been no flight of capital. 


The Situation in Great Britain 
Although the importation of raw materials 
for rearmament is still in the early stages, 
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Trade and Service Accounts of the Three Leading Creditor Countries 
(000,000, omitted) 


Merchandise Trade 
U. K. France 
Fr. 

—382 —11,107 

—386 —12,913 

—409 —13,250 

—286 —10,088 

—258 — 8,998 

—284 — 6,739 

—275 — 5,963 

+ —348 — 9,948 
37 (3mo.) —114 — 90 — 4,923 


Interest & Dividends 
U.K 


° France France 
Fr. $ Fr. 

+5,025 +8,086 
+4,693 +5,153 
+3,367 
+1,148 
+1,850 
+2,500 
+4,000 


Balance of All Current Items 
U.S. U. K. 








~*Since 1933 silver imports have not been officially included among trade and service transactions, being 
regarded as a treasure movement. Were silver included, as with British and French figures, our current inter- 
national payments would have closed with a surplus of $375,000,000 in 1934 and deficits of $128,000,000 in 1935 and 


$312,000,000 in 1936. 


Sources: U. S. Department of Commerce; U. K.: Board of Trade Journal; France: League of Nations Balances 


of Payments. 








Britain’s adverse trade balance has been rising. 
As indicated by the accompanying table, the 
merchandise trade deficit increased by £73,- 
000,000 in 1936 to £348,000,000; and in the first 
quarter of 1937 was £90,000,000, compared with 
£78,000,000 in the same period of 1936. At the 
present rate of growth, the surplus of imports 
over exports may approach £400,000,000 for the 
full year, a level last reached in 1931, the year 
in which the pound sterling was taken off the 
gold standard. 

Fortunately for Great Britain, the improve- 
ment in the economic situation of the debtor 
countries and the heavier international move- 
ment of goods are being reflected by a steady 
increase in the earnings of British overseas 
enterprises and the shipping companies. Last 
year, income from overseas investments rose 
by 8.3 per cent, according to the Board of Trade 
estimate, while income from shipping (included 
in the table under “Balance of all Current 
Items”) was about 25 per cent higher, and 
doubtless further gains are to be anticipated 
for 1937. 

Compared with 1929, revenues from these 
two sources and the commissions earned by 
London City during 1936 showed a decline of 
£125,000,000 against a decrease in the trade 
deficit of only £34,000,000. The total over-all 
deficit on all visible and invisible items 
amounted in 1936 to about £19,000,000, which 
normally would be settled either by the ship- 
ment of gold or by reducing overseas invest- 
ments. Actually neither occurred. British net 
gold imports in 1936 were larger even than our 
own, amounting to about $1,170,000,000 and 
British monetary gold stocks are now the larg- 
est in their history. The explanation lies in the 
flight of capital from the Continent; also 
some repayment of foreign loans, particularly 
by the South African Union. A portion of these 
alien funds, together with British capital, was 
retransferred to New York. It may be assumed, 
therefore, that British foreign investments, in- 
stead of being reduced, were actually enlarged 
by the purchase of American equities. This 
being the case, British income from overseas 


investments should show a further expansion 
as world recovery continues. 


Change in the Creditor Position 
of the United States 


According to a preliminary report of the 
Finance Division of the Department of Com- 
merce, there was a net inflow of capital to the 
United States during 1936 amounting to $1,141,- 
000,000 (a figure which agrees closely with that 
of the Treasury reported in an earlier para- 
graph). Of this amount, about 70 per cent was 
used for the purchase of domestic and foreign 
securities in our market, and the remainder 
went largely into bank balances. As a result of 
the increase in investments by foreigners in 
this country over the past three years, and also 
of the improved business conditions here, our 
dividend and interest payments to foreigners 
have reached $200,000,000, doubling since 1933. 
On the other hand, our long term investments 
abroad have been reduced, either because of 
sinking fund and redemption operations or re- 
purchases of dollar securities by foreigners. 
Our short-term balances abroad have, likewise, 
diminished, partly due to the unfreezing of our 
funds in South American republics. 

At the present time total foreign funds in this 
country probably exceed $8,000,000,000, more 
than half of which is invested in our negotiable 
stocks and bonds (portfolio investments). Our 
investments abroad at the beginning of 1936, 
were apparently over $13,000,000,000 of which 
less than $5,000,000,000 represented invest- 
ments in foreign stocks and bonds, a consider- 
able portion of which is in default. It is probable 
that by now this country has become a debtor 
in respect of portfolio and short-term invest- 
ments, particularly if defaulted issues are taken 
into consideration. However, we are still a 
creditor nation on balance, when our direct in- 
vestments, made by commercial and industrial 
corporations in foreign plant and equipment 
are included. Evidently our predominant posi- 
tion as a creditor nation has changed consider- 
ably as compared with our pre-depression po- 
sition. 
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The effect of the change in our creditor posi- 
tion upon our interest and dividend account is 
shown by the preceding table. In 1936, our 
net income from foreign investments was 
$375,000,000, or less than in 1932, whereas both, 
the French and the British revenues from this 
source have expanded considerably. 

The virtual disappearance of our export sur- 
plus is another important change influencing 
our international payments. In 1936 our mer- 
chandise trade ended with the smallest favor- 
able balance ($34,000,000) since 1895. With 
the passing of the depression, our invisible 
payments such as tourist expenditures, pay- 
ments for shipping services, immigrant remit- 
tances, etc., have expanded once more. The 
grand total of all trade and service transactions 
showed last year a deficit of $132,000,000. If 
our purchases of silver, amounting to $180,000,- 
000 in 1936, should be included with our com- 
modity trade, rather than treated as a treasure 
movement, as they have been officially consid- 
ered for the past three years, the international 
payments of the United States would be ad- 
verse to the extent of $312,000,000. In other 
words, had it not been for the capital inflow, 
the United States might have lost, rather than 
gained, gold during the year. The absence of 
a surplus in our current international transac- 
tions is a new development, unknown during 
the entire post-war period, and is an important 
factor to be considered in dealing with gold 
imports and in formulating our trade policies. 

It will be understood, of course, that the 
drought was a factor in the reduced merchan- 
dise trade balance for 1936, diminishing our 
exports and necessitating larger imports, espe- 
cially of corn and vegetable fats. A good har- 
vest in 1937 would correct this situation in 
part; and in addition our export trade in manu- 
facturers should benefit by expanding purchas- 
ing power of raw material producing countries. 
Whether such gains on the credit side will be 
offset by increasing tourist expenditures and 
other outgoing payments remains a question, 
but clearly it would be premature to conclude 
that the United States has entered permanently 
upon a period of adverse balances in its inter- 
national commodity and service transactions. 


U. S. Foreign Trade for the First Quarter of 1937 


As we go to press information just coming to 
hand reveals that foreign trade for the first 
quarter of this year ended with an excess of 
imports over exports aggregating $114,000,000. 
Almost half of this amount occurred in March 
when the value of imports was 54 per cent 
greater than in the same month a year ago, and 
exceeded $300,000,000 for the first time in seven 
years. 

In addition to higher prices, the larger im- 
port figures for February and March reflected 
the resumption of normal shipping operations 


on the West Coast, following the settlement of 
the three-month old maritime strike in January. 
This explains in part the large gains in im- 
ports of wool and vegetable oils and seeds, and , 
miscellaneous other commodities. The im- : 
portation of rubber, tin, and crude foodstuffs 
and fodders, such as wheat and corn, also con- ' 
tributed to the unfavorable balance of trade. 
With a more normal harvest this year, some 
of the grain as well as vegetable oil imports 
naturally would fall off. 

Exports continue to register a steady growth. 
During the three months ending March, the 
total increased in value by about $130,000,000, 
one-third of the gain being accounted for by 
shipments of iron and steel semi-manufactures, 
together with non-ferrous metal products. Ex- 
ports of industrial machinery, agricultural im- 
plements and automobiles also gained substan- 
tially. In the month of March alone, exports 
of machinery and vehicles reached the highest 
monthly value since May, 1930. 


The Cotton Goods Industry 





Two recent events have combined to bring 
the cotton goods industry into special prom- 
inence. It is one of the most important indus- 
tries of this country, in capital investment, em- 
ployment of labor and value of product. More- 
over, it is one of the great industries of the 
world, for in all countries cotton cloth is the 
principal material for clothing, which ranks 
with food and housing among the prime neces- 
sities of the mass of the people. ‘The World 
War had violent effects upon all industries, but 
possibly more disastrous upon the cotton goods 
industry, than upon any other. This accoynts 
for the International Textile Conference held 
in Washington, D. C., last month and the un- 
official agreement, just going into effect, be- 
tween cotton goods producers of the United 
States and Japan. 

The Washington Conference was partici- 
pated in by twenty-three countries, all pro- 
ducers of cotton goods, and the delegates were 
chosen not only by employers and labor groups 
but by the Governments. This, with the agree- 
ment between the textile groups of the United 
States and Japan, reveals the widespread in- 
terest in the present textile situation. 

Before the War, Great Britain held a posi- 
tion of undisputed preeminence in cotton and 
woolen goods, especially in international trade. 
She was the first to apply power-driven ma- 
chinery to their production, and thus was able 
to export machine-made goods to countries 
where wages were much lower than in Eng- 
land. The first of such goods was cotton yarn, 
which was sold to the household industries for 
weaving. The economy of machine-production 
over hand-production is much larger in spinning 
than in weaving, and the machinery is more 
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costly. Neither the people of Asia nor of other 
industrially-backward countries could readily 
adopt the machine methods. Factory produc- 
tion requires large capital expenditures for 
equipment, also technological knowledge and 
experience, hence it made but slow progress 
even among large consumers of cotton goods. 

It has long been said that the West by its 
machine methods had ruthlessly broken down 
the household industries of Asia and lessened 
the earning power of the people, but precisely 
the opposite is true. By buying machine-made 
yarns at low prices the household producers 
were enabled to weave and have more cloth, 
and also have more time for other work. Ma- 
chinery everywhere has lightened labor, and 
produced more goods for the masses. 


Great Britain’s Lead in Textiles 


Even on the continent of Europe the textile 
industries lagged far behind their progress in 
Great Britain, mainly because the latter led 
the industrial revolution, i.e., the use of steam- 
power in both manufacturing and transporta- 
tion. For a long time the bulk of the world’s 
cloth continued to be made in the homes. At the 
close of 1900, Great Britain had more cotton 
spindles than all the rest of the world combined. 

However, although the volume of Britain’s 
output of cotton goods was still increasing, 
up to the outbreak of the Great War, her share 
of world production was diminishing. By 1913 
she had 55,700,000 spindles, but this then was 
only 39 per cent of the world total. Even so, 
out of the total world spindleage of 143,400,000 
in 1913, four-fifths were still in Western and 
Southern Europe and the United States, and 
only one-fifth in Eastern Europe, Asia, Latin 
America and elsewhere. 

The production of the United States was 
mainly for its great home market, assured to it 
by import duties, her exports being small in 
comparison with those of Great Britain. Thus 
in 1913, this country’s exports of cotton piece 
goods aggregated about 400,000,000 square 
yards, sold mainly in Central and South 
America and around the Caribbean, while the 
exports of Great Britain aggregated 7,000,000,- 
000 square yards, of which 4,000,000,000 went to 
her overseas dominions and colonies and 3,000,- 
000,000 to foreign countries. The bulk of the 
latter went to the industrially backward coun- 
tries, practically without machine industries of 
their own. 


Effects of the War on This Industry 


All the European countries suffered heavily 
in overseas trade during the War, and Britain 
had the most to lose. Her industries were 
pressed to supply the demands of the home 
population, fully employed at high wages; 
foreign trade was neglected; and cotton goods 
production was greatly stimulated in the low- 


wage countries, particularly Asia and South 
America. Already beginnings had been made 
there, and with European goods cut off, prices 
advanced and the profits provided capital for a 
rapid expansion of capacity. In short, the war- 
time boom in those countries put the cotton 
goods industry on its feet, and established it 
permanently. It now has up-to-date ma- 
chinery, mainly from Europe and the United 
States, practically paid for; also years of ex- 
perience in learning the technique. Further- 
more, it is now protected by import duties, 
and both employers and workers have acquired 
“vested interests” which they will struggle to 
maintain. These industries satisfy a natural 
ambition for economic independence, and there 
is no reason for thinking this development is 
not permanent. The change was inevitable, 
but without the War it would have come more 
gradually, and with less disturbance. 

Already these new industries have made sub- 
stantial reductions in earlier costs, and im- 
proved the quality of their products. Wages 
are low in comparison with those in the older 
industrial countries, which is a further assur- 
ance of competitive strength. The low wages 
are criticized by competitors, but wages always 
are low where there is no employment but in 
the primary industries and at hand-labor costs. 
High wages are possible only as machine-pro- 
duction enables the products to be sold below 
hand-labor costs. Now the low-wage countries 
are getting the machines, and even making 
them. Japanese looms are sold in England and 
the United States. 


Spindles No Longer Tell the Full Story 


The spindles “in place” in 1936 no longer 
give a true picture of the distribution of the 
cotton textile industry throughout the world. 

For one thing, in the United States and Japan 
a double shift is the rule, with occasionally an- 
other, thus reducing the capital charge, while 
in England one shift is the rule. Moreover, 
many of the “in place” spindles are idle for 
lack of orders. Thus in 1936, although British 
spindles had nominally declined to 41,600,000, 
or 27 per cent of the world total, her “active” 
spindles numbered not much more than 20 
per cent, and Britain actually consumed but 
10 per cent of the world’s consumption of 
cotton. 

In 1936 the British Parliament passed an act 
establishing a “Spindles Board and Advisory 
Committee” to arrange for scrapping of about 
10,000,000 cotton spindles, costs to be taxed 
proportionately against the industry. They are 
obsolete, and doubt is expressed that even the 
latest makes could be profitably employed in 
Britain, in view of overseas developments. 
Nevertheless, they are said to be a “menace” to 
the industry and the law is to make every one 
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bear his share of the cost of eliminating them 
completely. 


In 1930 Japan replaced Great Britain as the 
second largest consumer of raw cotton, United 
States being first, and in 1936 Japan accounted 
for more than 13 per cent of the world con- 
sumption of cotton, although having but 7 per 
cent of the spindles “in place.” In the crop year 
1935-36 Britain consumed 14 bales per 1,000 
spindles, the United States 52, Germany 28, 
France 26, India 55, Japan 68, world average, 36. 


China with only five million spindles occupies 
today the fourth place among the cotton manu- 
facturing countries, although her mills work 
almost exclusively on yarn for the household 
industries. The following table shows that 
more than one-half of the world cotton crop is 
now consumed in countries where the cotton 
goods industry is of comparatively recent 
origin. 

World Cotton Industry in 1936 
1936 1935-36 
Spinning Mill 
Capacity Consumption 
(000,000 Per (000, Per 
Spindles) Cent Bales) Cent 
28.2 18 6,351 28 


41.4 27 2,821 10 
Western Cont. Europe.... 33.2 4,418 16 


13,590 49 


8,759 18 
8,554 13 
2,892 
2,477 

550 
1,407 














“Newer” Countries ... 48.9 14,139 
Total World —— 27,729 1 


The revolutionary changes going on in cot- 
ton goods production will be best understood 
by comparing the figures of the above table 
and the table of distribution following, with the 
text and figures given above describing the 
situation in 1913, just before the War. 


The industry is developing rapidly in all low 
wage countries, most of which as yet are pro- 
ducing for their home markets only, and fight- 
ing against all imports, including those from 
Japan. China, India, Malaya, Siam, Dutch East 
Indies, and others, have raised barriers against 
Japan, where the industry is farther advanced. 
As Japan has encountered this opposition she 
has gone farther from home, and last year 
Japan apparently maintained her volume of 
cloth exports only by developing new markets, 
mostly in South America, and by exporting a 
greater variety of goods, requiring more elab- 
orate manufacturing processes. 

The decline of British exports and rise of 
Japanese are shown by the following table: 


Distribution of Cotton Cloth Exports 
(In Millions of Square Yards) 
Exports to World: 1913 1929 
From: United Kingdom 7,075 3,671 
Japan 211 1,790 
United States 543 
Exports to British India 
From: United Kingdom 1,374 
Japan 7 581 
Exports to China* 
From: United Kingdom 188 
Japan 531 


*Includes Manchukuo. 











The Spread of Japanese Competition 


The foregoing sets forth as briefly as prac- 
ticable the conditions which have been respon- 
sible for the sudden eruption of the low-wage 
countries of the world in the cotton-goods 
industry. Those regions include some of the 
most populous parts of the world, and are large 
consumers of cotton goods, but only the upper 
strata of the population have been able to buy 
imported goods. The native industry had been 
growing gradually, but the Great War was re- 
sponsible for the rapid expansion, as we have 
seen. Neither the Asiatics nor South Americans 
had any responsibility for the war. 


The products of these low-wage countries 
have not, as yet entered the old producing 
countries to an important extent, but they 
have been crowding imported goods out of the 
home markets. Japan has been the most ag- 
gressive, and has met resistance everywhere, 
even in Asia. India has raised import duties 
against her and so has China, the Netherland 
East Indies, the British colonies, the Philippine 
Islands, Australia, Canada, Cuba and all the 
Americas. The British Government sought 
an agreement for a limitation of the flow into 
the empire and even into the home country, 
threatening restrictive legislation. The Japa- 
nese, beset by the trying conditions at home, 
and not only opposition, but hostility and re- 
sentment abroad, have adopted a policy of 
conciliation and compromise. The agreement 
with the United States affords an example. 


Although the export business of the United 
States was suffering earlier, it was not until 
the N. R. A. textile code (effective in July, 
1933) began to have its effect upon prices, that 
Japanese goods entered this market in alarm- 
ing quantities. The code was designed in good 
faith to take care of all textile producers, but 
without much thought for the effects upon 
prices or consumers. 

Dr. C. H. Murchison, President of the Cotton 
Textile Institute, in a recent address, has de- 
scribed the Japanese inundation as follows: 


In 1938 the Japanese were shipping to our shores 
only about 1 million yards of cloth annually; in 1934 
the inflow was approximately 16 million yards; in 1935 
it leaped to 36 million yards; and 1936 showed a volume 
of approximately 75 million yards, with every indica- 
tion that 1937 arrivals would dwarf this figure. 
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We did not know at this time that, within a few 
days, we would be informed that the Japanese book- 
ings of American business for 1937 had reached a 
sum total of more than 150 million yards by the time 
the year was three weeks old. It is not unreasonable 
to suppose, on the basis of the most conservative pos- 
sible estimate, that the 1937 Japanese imports to the 
United States might have reached the colossal figure 
of 500 million yards had nothing been done to retard 
the natural course of events. 

Obviously Japan had no more to do with 
starting this flood than water has to do with 
running down hill. No one planned for it. We 
did it ourselves, without planning. We simply 
raised the market price and goods came to us, 
as usual. 


The Errand of Business Men to Japan 


Even in 1935 these goods, and the prices 
at which more were offered were creating ex- 
citement in the textile trades. The President 
was urged to use his authority to raise the 
import duties, and responded, but without no- 
ticeable effect, as the figures show. A crisis 
was recognized, and the Cotton Textile Insti- 
tute, as the official body of the producing 
industry, was given leadership, by common 
consent. It was determined to send a repre- 
sentative delegation of cotton goods men to 
Japan for a friendly and frank conference. Dr. 
Murchison, former head of the Bureau of 
Foreign and Domestic Commerce of the United 
States Government, and now President of the 


Cotton Textile Institute, was made Chairman, 
and Robert Philip, editor of “Cotton,” Secre- 
tary; with Harry Bailey, of a well-known New 
York house representing large goods-produc- 
ers, Donald Comer, of Alabama, and Cason 
Calloway, of Georgia, the latter two large 
goods-producers, as other members. 


The Negotiations 


Communications were opened with the tex- 
tile organizations of Japan, and were cour- 
teously received. It was learned that as of 
December 5, 1936, Japanese bookings for 1937 
shipments to the United States already totalled 
155,000,000 square yards of piece goods. Be 
it stated to the credit of Japanese business 
men that from that day, pending the arrival 
of the American delegation, not another yard 
was sold. 

The American delegates did not wait to spend 
Christmas with their families at home. They 
sailed from San Francisco for Japan on Christ- 
mas Eve, 1936, with misgivings and anxiety, 
as its members have confessed. Their errand 
was an anomalous one. They were to request or 
urge the industrial leaders of Japan to restrict 
their sales of cotton goods in the United States, 
for the reason that the cotton goods industry 
of this country was unable to compete with the 
Japanese industry, and that disaster was threat- 
ening investments in the industry and the hun- 
dreds of thousands of men, women and children 


dependent upon it. What would the answer be? 
They knew that out of situations like this wars 
have arisen, and they knew of the heedless talk 
that war with Japan was “inevitable” ; they felt 
their grave responsibilities. Fortunately, the 
Japanese delegates were oppressed by like feel- 
ings. Both nations were fortunate in the choice 
of the joint commission. It has set a lasting 
example to the world. 

The Japanese negotiators were sympathetic 
toward the American problem, and the Amer- 
icans learned much about the problems of 
Japan, and they agreed that cooperation was 
the only sensible policy. The Americans had 
hoped for an agreement fixing the maximum 
importations at an average of the 1935 and 
1936 imports, but in the face of unfilled orders 
for 155,000,000 yards as of December 5, 1936, 
they could hardly be unyielding. The agree- 
ment, which covers 1937 and 1938, limits the 
aggregate shipments for that period to 225,- 
000,000 square yards, but not more than 180,- 
000,000 or less than 155,000,000 in the first year. 
This flexibility is due to the volume of orders 
booked at the beginning of 1937. 


One of the best results of the conference has 
been the establishment of a joint committee of 
ten members, five comprising an American 
section and five a Japanese section. Two mem- 
bers of the American section will be Japanese 
residents of the United States, and two mem- 
bers of the Japanese section will be American 
residents of Japan. These sections will work 
together in the development of a harmonious 
and lasting policy of cooperation. 

Certainly this is a happy result of the first 
unofficial mission of business men. The al- 
ternative policy must have been an appeal to 
Congress for discriminatory legislation, with 
possibly a long chapter of mutually retaliatory 
measures following. Dr. Murchison says: 

In the aftermath of this new plan of control, there 
are no wounded feelings, no attitudes or animosities, 
no incentives to retaliation, no residue of ill will. On 
the contrary, there are mutual appreciation and es- 
teem, and the great moral satisfaction which comes 
from the knowledge that both sides in their recog- 
nition of what is right economically, have come to 
conclusions which are identical. 

Of course, this does not end the problem of 
necessary readjustments between the high- 
wage and low-wage countries, but it is a good 
beginning. They have accepted the principle 
that all differences and disagreements shall be 
settled with a view to continuing cooperation; 
in other words, that they have more to gain 
by cooperation than possibly can be gained 
by strife or by disregard of mutual interests. 
Dr. Murchison in an address to the Tex- 
tile Square Club, New York, on the delega- 
tion return, deprecated misrepresentation of 
Japanese standards, current in this country. He 
said that we do not face a problem of “com- 
peting with exploitation or lower living stand- 
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ards,” but of “competition between two differ- 
ent modes of life’—two civilizations, different 
in many respects. The Japanese people have 
an old and high civilization, and that it is a real 
culture is evident from the manner in which 
they have met their own grave problems and 
have borne themselves in these negotiations. 
There is much more to be said about the 
new undertaking and the problems it presents, 
but we cannot describe them in one article. 


The Washington Textile Conference 


Nor can we review the work of the Inter- 
national Textile Conference at length. Its 
avowed purpose was to prepare the way for 
action by the International Labor Bureau at 
Geneva, next month, adopting the 40-hour-week 
in the textile industries all over the world, with 
present weekly- or piece-rates of pay, (or bet- 
ter), plus time-and-a-half for overtime. Dis- 
cussion indicated a majority for the plan, but 
with ominous exceptions, as from Japan. Cer- 
tain delegates spoke out freely upon “exploita- 
tion of labor,” “wage-slavery,” etc., to which 
the Japanese delegates listened complacently, 
probably because they are used to it. In con- 
clusion, a Japanese delegate observed that if 
the Japanese textile industry should raise all 
wages to a level with those of the United States 
it would be unable to sell much of its product 
in Japan. He probably meant that present rela- 
tionships between the textile industry and other 
Japanese industries, and with foreign trade 
connections, would be so completely dislocated 
that their textile industry would have no busi- 
ness, either at home or abroad. 


The next textile conference will meet at 
Geneva in June, and probably consummate the 
plan described above, to which the United 
States apparently is committed. In view of 
the developments in the industry since 1913, 
as set forth above, it seems appropriate to say 
that the proposal might be embodied in a reso- 
lution to turn the textile industry of the world 
over to Asia, and to inaugurate the complete 
machine-industralization of Asia. Even if Ja- 
pan should consent to sacrifice her textile in- 
dustry, there would remain the populations 
of China, Indo-China, Siam, Malaya, India, 
Dutch East Indies, etc., who now have a vision 
of higher earnings and better living conditions 
by the aid of machinery. 

One thing more, which seems not to have 
been considered by the American delegates: 
The American cotton-growing industry pro- 
vides a living, although a poor one, for many 
more families than the cotton goods industry. 
How will the continuing transfer of the cotton 


goods industry to Asia affect the cotton- 
growing industry here? Already this country 
has been supplying a constantly diminishing 
share of the world supply of raw cotton. The 
following table will show the trend since the 
outbreak of the Great War. 


World Production of Commercial Cotton 
(In thousands of bales) 


World Per Cent of Per Cent 
Crop Produc- Production U. S. Crop 
Year tion Foreign U.S. Exported 


1902-03 17,639 62 
19,870 


1936-37 29,681 


e—estimated. 


Note: The percentage of the crop exported has 
varied from year to year with the size of the crop, as 
in years of large production much has been carried 
over for export in subsequent years. These percentages 
are chiefly important as showing the average trend. 


Formerly, practically all of the United States 
cotton crop was consumed at home or in Eu- 
rope, and at one time chiefly by Great Britain. 
As other countries have displaced the latter as 
a manufacturer, they have used increasing 
quantities of American cotton, until recently, 
but they have been looking for cheaper cotton 
and have been finding it. In Brazil, the pro- 
duction of cotton goods has reached the ex- 
port stage, and the production of raw cotton 
is more than keeping pace. The two are pro- 
gressing together in Argentina, Peru, Vene- 
zuela, Colombia, Ecuador, Guatemala, Mex- 
ico, Egypt, and the countries of Asia already 
named. Paraguay, especially the Chaco, is an 
indigenous cotton country and reported to 
have a large potential acreage. Up to this 
time Japan has bought her cotton supplies of 
India and the United States, and our sales to 
Japan are important in sustaining the Ameri- 
can market. Nevertheless, Japan will natur- 
ally buy cotton wherever she can buy at the 
lowest price, and is said to be exploring the 
possibilities of China. 


What will be the effect upon the cotton- 
growing industry of the United States if all 
open markets for cotton goods shall be sup- 
plied from Asia? Furthermore, what will be 
the effect upon the general Farm Problem of 
this country of having a continuing transfer of 
cotton acreage to other crons? These are ques- 
tions that may well be considered at Geneva 
next month, and by the United States delega- 
tion before going there. 
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